EMPLOYEES' RETIREMENT SYSTEM OF THE COUNTY OF MILWA UKEE
MINUTES OF THE FEBRUARY 11, 2009 PENSION BOARD MEETING

1. Call to Order

Chairman Dr. Dean Roepke called the meeting tor@tl8:40 a.m. in the Green Room
of the Marcus Center, 127 East State Street, Mik@auWisconsin 53202.

The meeting started without a quorum present, gsfoar Pension Board members were
present. The Chairman proceeded with agenda rtegusring no action by the Pension
Board pending the necessary quorum.

2. Attendance

Members Present Members Excused
Mickey Maier Donald Cohen
Marilyn Mayr Roy Felber

Dr. Sarah Peck Jeffrey Mawicke

Dr. Dean Roepke (Chairman)

Others Present

David Arena, Director of Employee Benefits, Depatiof Administrative Services
Gerald Schroeder, ERS Manager

Mark Grady, Principal Assistant Corporation Counsel

Jerry Heer, Director of Department of Audits

Gordon Mueller, Fiscal Officer

Dale Yerkes, Assistant to the Fiscal Officer

Vivian Aikin, ERS Administrative Specialist

Scott Manske, Controller, Department of AdministratServices
Steven Kreklow, Fiscal and Budget AdministratorpBement of Administrative Services
Sushil Pillai, V3 Project Manager

Bess Frank, Ad Hoc Oversight Committee

Steven Huff, Reinhart Boerner Van Deuren s.c.

Leigh Riley, Foley & Lardner LLP

Mellysa Kaniok, Adams Street Partners

John Gray, Adams Street Partners

Brett Christenson, Marquette Associates, Inc.

Ray Caprio, Marquette Associates, Inc.

Ken Loeffel, Retiree

Adeline O'Malley, Retiree

Yvonne Mahoney, Retiree

Steve Schultze, Reportéjlwaukee Journal Sentinel
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3. Chairman's Report

The Chairman reported on the NCPERS Legislativefé€ence in Washington D.C. He
described legislation under discussion that wolltthepublic pension funds to purchase
preferred stock of companies receiving TARP funids. indicated that the federal
government would guarantee 8.5% investment retomritfiese investments. He noted
that the legislation has a sponsor in the HoudRepiresentatives, but needs a sponsor in
the Senate. The Chairman stated that he met withtSr Herb Kohl and Congressman
Paul Ryan at the conference.

4, Reports of Employee Benefits Director, ERS Manaupet Fiscal Officer

(@) Retirements Granted

Mr. Schroeder presented the Retirements GrantedrRiEp January 2009. He
reported that 14 retirements were granted in Jgnuoating that 2 retirees elected
back DROPs in amounts totaling $169,020. He stiduzidthis is the first report
generated by the V3 System. He reported thatuhgers were manually
cross-checked to ensure accuracy. Mr. Schroedaraited that he hopes that the
V3 System will be able to generate the report witreoneed for the Retirement
Office to cross-check the report next month. Heest that he wants to develop a
demographic report in the next several months avide a profile of ERS retirees.

(b) ERS Monthly Activities Report

Mr. Schroeder presented the monthly activities refos January. He indicated
that ERS has 7,310 retirees and paid benefits bf3$%,853 in January. He
reported that over 28,000 documents were imagédnuary.

(c) Board Elections — February 2009 — Update

Mr. Schroeder presented the results of the Feba209 employee member
primary election. He reported that most peopledikhe online voting system and
that there were few complaints with the system.stdéed that the results were
monitored hourly and the results were finalizedcgly. Mr. Schroeder indicated
that Rex Queen, Guy Stuller and Keith Garland resmbthe most votes and will
be on the ballot for the final election for the tenmployee member positions
which will be held on February 19. He stated ti@atvants a high turnout for the
final election. He indicated that the Retiremeffic@ will refresh the voter list
and the ballot, and send e-mail blasts to all Cpentployees and department
heads to encourage voting.

Mr. Schroeder reported that a new Communicator lettes was sent out with
responses to frequently asked questions regardilrgeovoting and V3 issues. In
response to a question from Ms. Mayr, Mr. Schroeeported that 729 people
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voted in the primary election, which representgl@4ncrease in the number of
voters from the 2008 final election. Mr. Schroesi@ted that he expects a higher
voter turnout in the final election. Ms. Mayr refeml that the voter turnout seems
low, noting that over 50% of the retirees voteha tetiree elections.

2009 Annual Audit - Update

Mr. Schroeder discussed the process for the ariifR8land OBRA audit. He
reported that Virchow Krause performed some prelarny audit fieldwork
between January 7-9 and the audit is scheduleddgim lbetween April 6-17. He
indicated that the auditors will review approximat@0 cases and will also
examine the V3 System screen shots and comparetthéra information
contained on the old system. He noted that Virckoause will provide its
recommendations to the Retirement Office by JunariDwill request a response
to its recommendations by June 22.

Ms. Mayr requested that Mr. Schroeder prepareervritimelines and reports
regarding the status of the audit. Mr. Maier agre@gh Ms. Mayr that a written
status report should be provided to the PensiomdBoa the progress of ERS's
responses to any internal control issues raisatidguditors. Mr. Mueller stated
that the audit process remains the same as itwiaig ipast. In response to a
guestion from Ms. Mayr, Mr. Mueller stated that theditors would be wiling to
meet with the Pension Board or the Audit Committediscuss the results of the
audit. The Chairman indicated that the Audit Cotteriwill be re-established
when the Pension Board is at full capacity.

Cash Flow Report

Mr. Mueller presented the cash flow report. Heaated that he removed

$4.5 million from the projection, representing thene 2009 County contribution.
He stated that he received a detailed memorandum ffr. Manske explaining
that the $4.5 million initially allocated to ERSriseded for the initial stabilization
fund established for the pension obligation borlds. Mayr stated that she
believes the County is withholding $4.5 milliondncERS, causing a shortage of
the pension fund. The Chairman indicated thatRiey researched this issue at
his request.

Ms. Riley discussed the County's ability to use$#é million to fund the
stabilization fund. She indicated that the CouBtyard agreed to make a

$22 million contribution to ERS and committed arest17 million over which it
retained discretion. One of the three possibls fmethe $17 million is the
establishment of the stabilization fund. Ms. Rit®ncluded, and Mr. Grady
agreed, that the County could allocate the $4.5anito the stabilization fund.
Mr. Grady pointed out that $4.5 million will be cdered a contribution shortfall,



which will be amortized over 5 years. In respotwsa question from Ms. Mayr,
Mr. Grady and Ms. Riley stated that the County dardntribute nothing to ERS
and amortize the shortfall over 5 years.

In response to a question from Dr. Peck, Mr. Arstadéed that the County does not
need to make contributions towards the current'yetiortfall in the following

year, and pointed out that next year's shortfalleéthen be amortized over
another 5 years. Inresponse to a question fromRillsy, Mr. Mueller and

Mr. Grady stated that the Pension Board has namresipility for, or authority

over, investment of the assets in the stabilizaftmml.

5. Investment Manager Report — Adams Street Partners

Ms. Kaniok and Mr. Gray distributed a report on AdaStreet Partners' ("Adams Street")
management of ERS's venture capital strategy agskpted it to the Pension Board on
behalf of Adams Street. Ms. Kaniok reported thdas Street is financially sound and
has had a successful capital raise over the past thonths despite the difficult
economic environment. She stated that Adams Steeebeen 100% employee owned
since August 2008 when it purchased a minorityregefrom UBS. She commented that
Adams Street is committed to the success of igntdibecause it is 100% employee
owned.

Ms. Kaniok noted that Adams Street has clients dwade and invests globally. She
stated that Adams Street's headquarters are im@hibut it has additional offices in
Menlo Park, California, London and Singapore. Siated that Adams Street will
continue to add offices as needed. She indichidAdams Street has been hiring new
employees despite the economy.

Mr. Gray discussed how Adams Street constructsaesiment portfolio. He pointed out
that Adams Street currently has uninvested capitailch is an advantage when access to
capital is tight as it currently is. He statedttAdams Street is focusing on purchasing
secondary market investments from endowments, ginhimstitutions and institutions

that are struggling with liquidity. He indicatdubht Adams Street is seeing between 30%
and 85% discounts on mature portfolios of 60% t@80nded entities. He noted that
larger discounts are currently available on thesgales.

Mr. Gray stated that ERS is investing in Adams &tse2009 Global Offering, which will
be invested ratably over four years. He discusssdthe 2009 Global Offering will be
invested in 60% domestic investments and 40% fargigestments over the four years.

Ms. Bedford arrived at the meeting.

Mr. Gray reviewed the target allocations for theaping investment period. He
explained that Adams Street traditionally has baserweight in the buyout area. He
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stated that buyout firms have the most leverageaamdavhere investors are seeing the
biggest discounts. He noted that venture capitakfare now inviting Adams Street to
invest, when these firms previously only asked &mdents to invest. The Chairman
asked how Adams Street is assessing growth iretd@somic environment. Mr. Gray
stated that for secondary market investments, Adsinet is looking at the underlying
companies, which are easier to value. He notedAttlams Street analyzes the focus of
the business and the track record of the compaeyfsrmance. He indicated that when
Adams Street invests in a blind pool investmenhwib track record, Adams Street looks
at the leverage, specialties, the due diligenaeariagers and the ability of the investor to
deliver on promises. In response to a questiom fvtr. Maier, Mr. Gray stated that
financing is available for direct investing but ot leveraged buyouts.

Mr. Gray discussed the performance of the ERS qglaof managed by Adams Street.

He noted that there is a lag in financial reporfimgprivate equity. Ms. Kaniok pointed
out that the September 30, 2008 numbers are thst lattual numbers available. She
indicated that the December 31, 2008 figures drmates. Mr. Gray stated that Adams
Street is still waiting for the year-end finandigjures from its underlying investments.
Ms. Mayr commented that she would like an updatemthe actual December 31, 2008
figures are available. Ms. Kaniok offered to edntiae¢ estimated December 31, 2008
amounts to the Pension Board and provide the afiguabs when Adams Street receives
them, probably in March. She stated that Adamseb&xpects between a 10% to 15%
write down of values in the fourth quarter.

In response to a question from Ms. Bedford, Ms.i#lastated that the 8.94% internal
rate of return ("IRR") figure is gross of fees. r&sponse to Ms. Bedford's follow-up
question, Ms. Kaniok stated that the IRR net o§fise8.18%. Ms. Kaniok explained the
portfolios' composition, noting that the "old" potio was created by Milwaukee County,
but Adams Street was given management authoritlyi®portfolio. She pointed out that
the old portfolio is 93% drawn down, and has an BRRE.67%, which is bringing down
the portfolios' overall IRR. In response to a guwesfrom Dr. Peck, Mr. Gray stated that
IRR is calculated on a cash-in, cash-out basigegponse to another question from

Dr. Peck, Mr. Gray and Ms. Kaniok stated that tetdle factors in distributions.

Mr. Gray provided a market overview. He indicatiedt private equity returns will be
challenged over the next few years. He noteddhiate companies will be more
attractive as a result of the market downturn. stééed that Adams Street is building
diversified portfolios at the asset, manager artlsiss levels.

In response to a question from the Chairman, MayGliscussed forced exits. Mr. Gray
stated that Adams Street never wants to have adaxit. He indicated that Adams
Street judges the cash burn rate at companies ants\wo see companies with enough
cash to fund operations longer than one year dtieetoredit crunch. He commented that
Adams Street would hate to be forced to sell traetging companies.
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Ms. Kaniok stated that Adams Street will be holdenglient conference on June 3 and 4,
2009 at the Four Seasons in Chicago. She inditasgdarious venture capital and
buyout managers will be presenting, and betweerl1B00imited partners are expected
to attend.

In response to a question from Mr. Christenson,®ay stated that Adams Street will
provide ERS with an estimate of quarter-by-quastgital call amounts. Mr. Gray stated
that ERS will have at least ten days' notice be#focapital call is due and noted that
Adams Street has not had any default problems.

6. Roll Call
Members Present Members Excused
Linda Bedford (Vice Chair) Donald Cohen
Mickey Maier Roy Felber
Marilyn Mayr Jeffrey Mawicke

Dr. Sarah Peck
Dr. Dean Roepke (Chairman)

At the request of the Chairman, the Secretary toblcall and determined that a quorum
was present.

7. Marquette Associates, Inc. Report

Mr. Caprio reviewed ERS's performance as of Decer@bg2008 and January 31, 2009.
He reported that ERS had a market value of $1.1B86rbon December 31, 2008. He
compared ERS's actual allocation figures to thgetafigures. He noted that ERS had a
50% actual fixed income allocation compared to @ 42rget allocation.

Mr. Caprio stated that ERS's portfolio decreasedhine by 10.9% in the fourth quarter
and 22.1% for 2008, but noted that ERS was in gr@$ercentile for the fourth quarter
and 2008 when compared to all funds with greatan $i billion in assets included in
the Wilshire Cooperative Index. He also indicateat ERS is in the top quartile over a
ten year period compared to funds with greater $ahillion in assets. Mr. Christenson
commented that 2008 was tough for all investorsdinersification did not work
because the entire market was affected by the esicrenvironment.

Mr. Caprio reviewed the performance of each adassdor 2008. He indicated that
international equity outperformed its benchmarkijrig 30% in 2008 compared to the
benchmark's loss of 43.1%. He reviewed the peidoca of each investment manager
for 2008 and stated that outperformance is highdidln yellow. He noted that ERS's
managers generally performed well in 2008. Heedtéttat Loomis had a very poor 2008
with a loss of 7.9% compared to a gain of 5.2%erbenchmark. He indicated that
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Boston Partners outperformed its benchmark by 3&dath of the strategies managed
by Artisan Partners performed at or above theicherarks.

In response to a question from Mr. Grady, Mr. Gknson stated that no managers stand
out as needing immediate attention, but notedMtzatjuette may suggest macro-level
and top-down changes in asset allocation which tmggult in manager changes, but not
because of performance per se. He indicated fR&tEerformed better than its peers in
2008 because of its conservative asset allocatidrhaving more assets allocated to
fixed income than its peers.

Mr. Caprio reviewed ERS's performance for Janu@892 He stated that ERS had
assets of $1.143 billion at the end of January.indieated that ERS's portfolio
decreased in value by 3.8% in January, which otdpeed the benchmark by 120 basis
points. He noted that ERS outperformed the bendksna all asset classes.

Mr. Christenson pointed out that January 2009 Wwasnmorst stock market performance
in history for the month of January. Mr. Capriowquared the actual asset allocations
against their targets. In response to a questan Ms. Riley, Mr. Christenson stated
that Marquette does not recommend reallocatingeaptesent time, but indicated that
Marquette will discuss reallocating ERS's portf@idhe next Pension Board meeting.

Mr. Caprio reviewed ERS's investment manager'opadnce gross of fees. He stated
that Loomis and GMO were the only managers to yretéorm their benchmarks in
January. He commented that GMO's underperformamasesurprising considering that
GMO performed extremely well in 2008.

Mr. Christenson presented Marquette's recommendata the investment of the funds
that would be received from the issuance of pensidigation bonds. He indicated that
the pension obligation bonds are anticipated ts$@ed in mid to late March. He
commented that it is very common to implement & aagrlay program when a large
amount of assets need to be invested quickly. ¥gamed that a fund wants to avoid
investing the money too quickly and then being éadrto reallocate funds, which would
result in high transaction costs. He stated tHand does not physically invest the funds
using managers in a cash overlay program, butrathes futures. He noted that there is
a minor cost to purchase futures, but that caslairesnn cash until the Pension Board
decides to invest the funds using a manager. kegubout that the futures
contemplated would not be leveraged and would the dollateralized. He stated that
futures are traded through a clearinghouse andtexpthat there never has been a
default in the futures industry. He stated thaBSB#uld pay or get paid through a
clearinghouse.

Mr. Christenson reiterated that ERS would be fatilateralized on the $400 million
contemplated to be in the cash overlay prograntlaaicthere would be no margin or
leverage. He stated that a cash overlay prograuidagve the Pension Board time to
choose managers to invest the pension obligatiod pooceeds. In response to a

2642653 2 7



guestion from Ms. Mayr, Mr. Christenson reviewed tisks of using a cash overlay
program. He indicated that there is: (1) marlks#t, which is loss caused by the
performance of the markets; (2) futures risk, whichaused by the use of a
counter-party; and (3) extraordinary daily eveskriHe stated that ERS's former
investment consultant recommended dollar cost guggahe pension obligation bond
funds into the market at a rate of 10% every twekge Mr. Christenson stated that he
discussed this topic at the Investment Committeetimg and noted that Marquette
suggests releasing the funds at a rate of 5% pek {20 million per week) over the
same five-month period to spread daily event riSRS avoids daily event risk by not
being fully invested. He acknowledged that ERS3 kgl out of compliance with its
investment policy statement, but noted that thikésonly way to implement a cash
overlay program because it would be imprudent vesh all of the money as soon as it is
received. He noted that $400 million would represeore than 20% of ERS's assets.

Dr. Peck stated that there is a risk of being uested, or invested only in cash, if
markets recover. Mr. Christenson agreed, staiagERS would miss a rebound if
funds were left uninvested in cash but noted ERBawoid daily event risk. He
indicated the cash overlay program will give ERSkatexposure on a portion of the
pension obligation bond funds as these funds dased in the cash overlay program.

In response to a question from Mr. Kreklow, the @gls budget director,

Mr. Christenson stated that the plan would be veshthe pension obligation bond funds
in futures at a rate of 5% per week, keeping tinearader in cash, until the Pension
Board allocates the pension obligation bond pros¢edvestment managers.

Mr. Christenson pointed out that the overlay amaumitld be reduced as the Pension
Board makes any asset allocation changes and ttottee funds to specific investment
managers. He commented that ERS can make caglisfar cash flow from the cash
overlay amount. In response to a question fromBésiford, Mr. Christenson stated that
all the pension obligation bond funds would go iateeparate custodial account at The
Bank of New York Mellon.

In response to a question from Ms. Mayr, Mr. Clension stated that Marquette also
recommends using a cash overlay manager for tmeat@mount of cash ERS holds and
the uninvested cash held by the U.S. equity paotfoHe explained that uninvested cash
Is a drag on the portfolio's performance becausartarket is expected to outperform
cash. He indicated that the U.S. equity portfobs 1% uninvested cash, which is in
addition to the uninvested cash in ERS's checkioguant. He stated that Marquette
suggests that ERS overlay all excess cash assaitén the S&P 500 or Russell futures
to stay fully invested. He indicated that an add#l advantage is that ERS can keep
more excess cash for cash flow to pay benefitd@nchpital calls and still be fully
invested. The Chairman directed Mr. Mueller talier review this issue with the
Investment Committee and Marquette.
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Ms. Mayr asked what the downside risks are to supfogram and how the program has
fared over the last six months. Mr. Christensaitest that the downside is market risk,
which is worse in bad market environments. Hedatlid that the other alternative is to
earn modest interest. In response to a queston Mr. Yerkes, Mr. Christenson
reported that the average transaction cost inuadsttransaction is 14 basis points. He
indicated that tracking error could exist and aftée expected returns because futures
do not track indexes perfectly.

Mr. Manske inquired on the limits on the cash aaerhanager. Mr. Christenson

advised that there will be contractual limitati@rs Marquette can monitor performance
on line. He noted that he will attempt to get ¢hsh overlay manager to agree to be a
fiduciary in the contract and to have the investtmeanager stay within certain
guidelines. In response to a question from Mr. $kan Mr. Christenson stated that
Marquette is not recommending using a cash ovenlayager to rebalance, but only for
uninvested cash and the pension obligation bondsfueceived. In response to a
guestion from Mr. Kreklow, Mr. Christenson statbditMarquette believes the best asset
allocation is the current fund allocation, whictc@mprised of almost 50% fixed income.

Mr. Christenson described the request for proposaiess for the cash overlay manager
position. He stated that a request for proposastonnaire was sent to four cash
overlay managers. Inresponse to a question from@vady, Mr. Christenson advised
that there are very few cash overlay managershatidState Street did not respond. He
noted that Marquette received responses from Tink BENew York Mellon, The

Clifton Group and Russell Investments. In respdasequestion from Ms. Mayr,

Mr. Christenson stated that the cash overlay manageest for proposal was discussed
at the last Investment Committee meeting. The iGtan pointed out that the Pension
Board is just soliciting responses from, and hashired, a cash overlay manager.

Mr. Grady advised that the issuance of the redoegiroposal did not bind the Pension
Board and a request for proposal was issued bedlaeisewould not be enough time in
March to select a cash overlay manager before ERSwes the pension obligation bond
money because the pension obligation bond saldis@ated to take place on March 19,
2009. In response to a question from Ms. Mayr, ®hady advised that the only cost of
issuing the request for proposal was the cost @dwmertisement in thBaily Reporter.

Mr. Christenson said there was a concern thaeiffénsion Board waited until the
March 18 Pension Board meeting to discuss the i$Baecash received would sit idle
until the Pension Board could act at a meeting.stdeed that the main issue, based on
Marquette's experience, is that a cash overlaysinvent management agreement is
relatively complicated and may take a number ofksde draft.

In response to a question from the Chairman, Mertdeated there has been sufficient
communication between the County, the Pension BaaddVarquette to make the
process run smoothly and ensure that the pensiayatbn bond proceeds will be
invested properly. Mr. Heer indicated that thenyany focus of the Pension Obligation
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Bond Work Group is the issuance of the debt an@ld@ing an explanation of how the
Pension Board will deal with the pension obligatimnd funds. Mr. Grady advised the
Pension Board that he attends the Pension Oblig8omd Work Group meetings, the
Investment Committee meetings and the Pension Boasrtings to facilitate links and
communication among the groups. Ms. Mayr requetstatithe Pension Obligation
Bond Work Group prepare a report on its findings.

Mr. Grady stated that the County is listening tavtibe Pension Board is planning on
dealing with the assets to determine how the fuvmldd be invested, and the County
would intervene if the Pension Board proposed wsueable treatment of the funds.

Mr. Kreklow indicated that the County is performiig due diligence and noted that

Mr. Arena has been helpful in facilitating the coomcation between the Pension Board
and the County regarding the pension obligatiordsorMr. Heer stated that the Pension
Obligation Bond Work Group would notify the CouriBpard of Supervisors if there are
concerns about how the Pension Board intends &sirthe assets because other
iInvestment alternatives are available.

Mr. Christenson recommended that the Pension Beaett a cash overlay manager and
direct the Pension Board's legal counsel to fieadim investment manager agreement so
the Pension Board can discuss the issue at itsiMaeeting. Mr. Christenson
responded to Ms. Bedford's question regarding wiggaest for proposal was issued
instead of negotiating with The Bank of New YorkIMa as part of the current custody
contract. Mr. Christenson advised that a custodgreement is different than a cash
overlay agreement. He also indicated that Marqu&t initial concerns about The
Bank of New York Mellon program, including the pide use of broker-dealers, but
through the request for proposal process Mr. Gimsin discovered that The Bank of
New York Mellon does not recommend using broken@lsdor the cash overlay
program, and his concerns were alleviated. Hedtidtat Marquette is fully satisfied that
there are no conflicts of interest at The Bank efWNYork Mellon's Beta Management
Group.

Mr. Christenson reviewed the responses receivéitetoequest for proposal for cash
overlay management services. He reported thatdRussestments has been providing
cash overlay management services for 23 yeardsanthrge investment consulting firm
that provides cash overlay services for its ladgnts. He indicated that The Clifton
Group is a mid-size firm that has been providingsthservices for 35 years. He noted
that The Bank of New York Mellon has been providaagh overlay management
services for 26 years. He stated that based avenage of $237 million to be invested
for the pension obligation bonds cash overlay manmemt services, Russell would
charge $143,000, Clifton would charge $125,000 Hmel Bank of New York Mellon
would charge 2.5 basis points, which would be axiprately $60,000. He also
discussed the proposed fees for managing uninveasdd He noted that Clifton's and
Russell's prices seemed high. He reported thib@lmade a presentation to the
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Investment Committee and that Marquette is comiidetavith all three candidates. He
stated that Marquette recommends selecting the Bategement Group of The Bank of
New York Mellon as cash overlay manager.

In response to a question from Mr. Maier, Mr. Clemson stated that the Beta
Management Group was rated the top transition meragGlobal Pension.

Mr. Christenson suggested using one contract feln caerlay services for the pension
obligation bond funds and uninvested cash. Mrd@raported that Mr. Huff's law firm
has attorneys who have drafted these types of mgms and will be preparing a draft
cash overlay agreement. In response to a qudstionMs. Mayr, Mr. Manske stated
that the County's Treasurer does not use a castagwveanager.

In response to a question from Mr. Loeffel, Mr. {Stenson stated that he was surprised
at how low The Bank of New York Mellon's fee quetas compared to Clifton's.

Mr. Christenson noted that The Bank of New York Ide’k fee was lower than

expected, but verified the quote with The Bank efANYork Mellon. He indicated that

he expected Russell's fee quote to be high. jporese to Ms. Riley's questions,

Mr. Christenson advised that The Bank of New Yoréllgh does not have discretion
with respect to futures. Mr. Christenson explaitieat using a cash overlay manager is a
better long-term investment option compared to stimg in cash because a cash overlay
Is expected to have better performance over thg-term, except for down market years
like 2008. In response to a question from Mr. feletMr. Christenson advised that The
Bank of New York Mellon has a complete understagdihthe requirements contained

in the request for proposal.

In response to a question that arose at the lasstment Committee meeting, Mr. Grady
advised that the Pension Board does have authordgr the Ordinances to invest in
futures contracts. He indicated that the Pensioar@ will have to amend ERS's
iInvestment policy at the March meeting to allowastments in futures in order to
participate in the cash overlay program.

8. Minutes of the January 21, 2009 Pension Board Meeti

The Pension Board reviewed the minutes of the Jsrfilg 2009 Pension Board meeting.

The Pension Board unanimously agreed to approve thainutes of the January 21,
2009 Pension Board meeting. Motion by Mr. Maier, sconded by Ms. Bedford.

9. Waivers — Robert Nenno

Mr. Schroeder reported that four benefits waiveesensubmitted to the Retirement
Office by Mr. Nenno, Deputy Director of Communiaats in the County Executive's
Office.
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The Pension Board unanimously agreed to accept thveaivers presented by
Mr. Nenno. Motioned by Dr. Peck, seconded by Mr. Mier.

10. Investment Committee Report

Dr. Peck reported on the February 2, 2009 Investi@emmittee meeting. She reported
that the Investment Committee had a significantudision regarding the use of a cash
overlay manager. She indicated that the Investi@enimittee also discussed brokerage
fees. She stated that the Investment Committgeing) to ask investment managers to
run a portion of their trades through discount lerskor brokers located in Milwaukee
County. She indicated that Marquette will be segdiut a letter to investment managers
requesting their input on this topic. She notet the Investment Committee is
considering making directed brokerage a requiref@@nnhanagers instead of a guideline
or policy.

Dr. Peck stated that the Investment Committee disl ERS's securities lending
program. She indicated that Marquette reportetttiea70/30 revenue split on securities
lending seems reasonable and is standard in tlistiyd

11. REFP for Cash Overlay Manager

Mr. Christenson made a formal recommendation omlbelf Marquette that the Pension
Board: (1) implement a cash overlay program foid&ireceived through the issuance of
pension obligation bonds to significantly redu@ngaction costs and to gain market
exposure while minimizing ERS's exposure to daugnt risk; (2) invest the pension
obligation bond funds in accordance with ERS'sanirasset allocation policy, with
private equity and real estate being consideretgbane U.S. portion of the asset
allocation target; (3) invest the pension obligatimnd funds at a rate of 5% per week;
(4) implement an ongoing cash overlay program kmess uninvested cash with ERS's
U.S. equity investment managers and excess cdsSR3s checking account consistent
with the current asset allocation policy, with reatate and private equity being
considered part of the U.S. portion of the asdetalion target; (5) allow a prudent
amount of time to properly allocate funds to inmesht managers; and (6) use Bank of
New York Beta Management Group as cash overlay geanaubject to successful
contract negotiations and subject to confirmatibtiha March 2009 meeting.

The Pension Board unanimously agreed that, subjetb confirmation at the
March 2009 Pension Board meeting, to implement Mangette's formal
recommendation regarding the use of a cash overlapanager for the pension
obligation bond funds and uninvested cash. Motioby Dr. Peck, seconded by
Ms. Bedford.

The Chairman stated that the use of the cash gvertegram for excess cash should be
put on hold pending a recommendation from Mr. Mereib the Pension Board.
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12.

Ms. Mayr commented that the Pension Board shoulg use the services of a cash
overlay manager if the Pension Board does notveadisapproval from the County
Board through the Pension Obligation Bond Work @rou

Mr. Grady stated that the Pension Board's attorsbgsld begin drafting the cash
overlay management agreement and Marquette shegid amending the investment
policy to allow the use of futures.

Mr. Grady stated that Marquette should presenathended language in the investment
policy allowing the use of futures at the Investtmf@ommittee meeting. Mr. Maier
clarified that the investment policy should onlioal the use of collateralized futures and
not open-ended futures. The Chairman stated ltea®é&nsion Board should review this
topic at the March 18, 2009 Pension Board meeting.

Vitech Project and Implementation Oversight ComeeitReports

Mr. Arena discussed the issuance of the first chelcstributed under the V3 System and
the problems encountered during the process airdréselution. Mr. Pillai stated that
7,400 checks were generated and the system imptatieenand conversion went well.
He reported that 27 manual checks were issuedndieated that there was one issue
regarding death benefits, some issues with secovedit hours transferring from the prior
system and some issues with electronic funds teasmslecause either the account
numbers were bad or the accounts were closed.

Ms. Mayr pointed out that 700 checks did not prewd of the information on various
contributions. Mr. Pillai indicated that he is Wwiprg on a solution. He also noted that
the issue relating to employee contributions belogbled on Form 1099-R has been
addressed in the lateSommunicator newsletter. He also reported that the issueinglat
to missing information on manual checks has alemlectified. Mr. Arena commented
that the team is better able to address any issemise the number of telephone calls
from retirees with questions has decreased.

Mr. Pillai reported that the life and health modiuaded by the County finished under
budget by approximately $3,000. He indicated thatVitech portion funded by ERS is
also expected to be below budget. He noted thaakevithheld payment to Vitech to
make sure the V3 System works. He commented ltleat is some remaining work, such
as logging discrepancies with Vitech, which willfipeed at Vitech's expense for a
pre-determined period of time.

Mr. Pillai reported that he is beginning self-seevtesting, and his intent is to review
user requirements. He stated that he plans to déest user group finished in the second
guarter of 2009. He indicated that he will provadguick demonstration of the

V3 System and review the major processes at theiMRaension Board meeting.
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14.

15.

Chair and Vice Chair Selection Process — Proposgel F041

Mr. Grady distributed and discussed proposed RO  Chair and Vice Chair

Selection Process. He pointed out that Rule 10dates the position of Vice Chair. He
stated that the Rule gives the Pension Board theropf electing a new Chair
immediately if the Chair leaves, or to wait to hald election until a replacement member
joins the Pension Board. He indicated that a pecsm nominate themselves for the
position and no second is needed. He noted thedidGteBoard members will vote in
alphabetical order by last name with the Chairngptast and a nominee needs five votes
to be elected to the Chair or Vice Chair positidime Pension Board discussed the merits
of having a newly elected Pension Board memberredGhair.

The Pension Board unanimously agreed to adopt thergposed Rule 1041—Election
of Chairperson and Vice Chairperson, attached to thse minutes as Exhibit 1, with
the election for Chairperson occurring at the neximeeting after the Chairperson
resigns from or is terminated from the Pension Boat. Motion by Ms. Mayr,
seconded by Mr. Maier.

Board Membership: Disqualification — Proposed Rijd2

Mr. Grady discussed proposed Rule 1042—Board Meshiggr—Disqualifications. He
stated that a Pension Board member's term woukkdeanediately upon discovery that
a disqualifying event has occurred. He providedesexamples of disqualifying events,
including an employee Pension Board member retiing retiree member becoming
reemployed by the County.

The Pension Board unanimously agreed to adopt proped Rule 1042—Board
Membership—Disqualifications, attached to these miates as Exhibit 2. Motion by
Dr. Peck, seconded by Mr. Maier.

In response to a question from Ms. Mayr, Mr. Gratied that a Pension Board member
has a fiduciary duty to attend Pension Board mgstihpossible, and in the event that a
Pension Board member misses a high number of ngsetime Pension Board would need
to go to court to have the member removed.

Annual Meeting Planning

Mr. Huff discussed the ERS 2008 Accomplishment loam@nd the Role and Structure
of the Pension Board handout, which will be disttdal at the annual meeting.

Mr. Grady stated that the 2010 annual Pension Boereting should be held during the
second week of February and the February 2010 éreBsiard meeting should be held
during the third week of February.

The Pension Board unanimously agreed to hold the 20 annual Pension Board
meeting during the second week of February and holthe February 2010 Pension
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Board meeting during the third week of February. Motion by Ms. Mayr, seconded
by Mr. Maier.

16. Administrative Matters

The Pension Board discussed the merits of attentim@dams Street Partners
investment conference on June 4, 2009 in Chicago.

The Pension Board unanimously agreed to authorizéne attendance of any member
who wants to attend the Adams Street Partners invément conference on June 4,
2009 in Chicago. Motion by Dr. Peck, seconded by $/Bedford.

17. Disability Pensions

(@) Applications
0] Debra Gillespie — ODR

The Pension Board unanimously approved Ms. Gillespls ordinary
disability pension application based upon the recomendation of the
Medical Board. Motion by Mr. Maier, seconded by Ms Mayr.

(i)  Kathleen Merritt — ODR

The Pension Board unanimously approved Ms. Merritts ordinary
disability pension application based upon the recomendation of the
Medical Board. Motion by Mr. Maier, seconded by Ms Mayr.

(i)  Annie Katherine — ODR

The Pension Board unanimously agreed to deny Ms. Klaerine's
ordinary disability pension application based uporthe
recommendation of the Medical Board. Motion by Mr.Maier,
seconded by Ms. Mayr.

(b) Disability Pension Medical Reevaluation

Mr. Schroeder stated that in July 2008 the Audiin@ottee directed the
Retirement Office to review the 43 backlogged maldieexaminations. He
indicated that this review will be completed by #rel of 2009. The Chairman
inquired whether the ERS needs to issue a reqoeptdposal with the Medical
Board. Mr. Schroeder stated that he does notipateethe need to issue a request
for proposal because he expects the medical reex@ense to be under $20,000
in 2009. Mr. Grady indicated that he is workingiwMr. Schroeder to prepare a
written agreement with the Medical Board.
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18. Mark Ryan Claim Appeal

The Chairman reported that this item has been auolto the March Pension Board
meeting at Mr. Ryan's request.

19. Pending Litigation

The Pension Board noted that there are no updatee ipending litigationMilwaukee
County, et al. v. Mercer Human Resource Consulting.

20. Report on Special Investigation

In open session, the Pension Board noted that ih@@hing new to report regarding the
special investigation.

21. Report on Compliance Review

In open session, the Pension Board stated tha th@&othing new to report regarding the
compliance review.

22. Adjournment
The meeting adjourned at 12:25 p.m.

Submitted by Steven D. Huff
Secretary of the Pension Board
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EXHIBIT 1

AMENDMENT TO THE RULES OF
THE PENSION BOARD OF THE EMPLOYEES'
RETIREMENT SYSTEM OF THE
COUNTY OF MILWAUKEE

RECITALS

1. Section 201.24(8.1) of the General Ordinancddibiaukee
County (the "Ordinances") provides that the PenBioard of the Employees’
Retirement System of the County of Milwaukee (tRerision Board") is
responsible for the general administration and ap@r of the Employees'
Retirement System of the County of Milwaukee ("ERS"

2. Ordinance section 201.24(8.6) allows the Pensicer@to establish
rules for the administration of ERS.

3. Ordinance section 201.24(8.8) provides, in @hkart, that the
Pension Board shall elect a chairperson from aniisnmgembership.

4. The Pension Board has a longstanding practitieeothairperson
continuing in office without a regular process ferelection to that office. The
Pension Board believes that it is appropriatetierBoard to periodically elect or
re-elect its chairperson in order to provide newniers with input into this
selection, among other reasons.

5. The Pension Board has determined that it doekawe a consistent
past practice with respect to electing a Vice Gieson and believes that it is
appropriate to establish the position of Vice Gbaison and a policy for election
of that person.

RESOLUTIONS

1. Pursuant to Ordinance section 201.24(8.6)Pdresion Board
hereby creates and adopts Rule 1041 to read asvioll

1041. Election of Chairperson and Vice Chairperson
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Q) (a In the event the Chairperson resigns tsgtion of Chair, or in the
event the Chairperson’s membership on the Boaetisinated for any reason,
the Vice Chairperson shall serve as the actingrpbieson until a Chairperson is
elected. The Board shall hold an election to $elecChairperson at the next
meeting.

(b) In the event the Chairperson of the Board serméisthe end of his
or her term, whether a full or partial term, andrths re-elected or re-appointed
for a new term, the Pension Board shall hold aatiele for Chairperson from
among its members at the next Board meeting foligwhe Chairperson’s re-
election or confirmation of appointment as a member

(c) A member of the Board may at any time make #ando hold an
election for the Chairperson or Vice Chairperstirthe motion passes, an election
shall be held at the next Board meeting.

(2) (a) The Pension Board hereby establishes thgiquo of Vice
Chairperson of the Board. The Vice Chairpersoii pleaform the duties of the
Chairperson whenever the Chairperson is unable &nd

(b)  Whenever an election of Chairperson is cdibedy section (1),
then, at that same meeting and subsequent torgjextChairperson, the Board
shall elect a Vice Chairperson.

(c) Inthe event the Vice Chairperson resigngibstion of Vice Chair,
or in the event the Vice Chairperson’s membershighe Board is terminated for
any reason, the Board shall elect a Vice Chairpeasats next meeting.

(3) Any election of Chairperson or Vice Chairpergoavided for in
subsections (1) or (2) shall be governed by thieviohg provisions:

(@) A member may nominate himself or herself for theifpon of
Chairperson or Vice Chairperson.

(b)  Nominations for either position shall not requirseond.

(c)  The election for either position shall be condudigdoll call vote in
alphabetical order by last name, except that thaga€hairperson shall
vote last.

(d)  Any vote for election is governed by §201.24(8.6)he ordinances.

2642653 2 Ex. 1-2



(4) A member may serve as Chair or Vice Chair for ength of time, subject
only to the limitations on membership set fortl801.24(8.2) of the ordinances.

Effective upon adoption on February 11, 2009.
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EXHIBIT 2

AMENDMENT TO THE RULES OF
THE PENSION BOARD OF THE EMPLOYEES'
RETIREMENT SYSTEM OF THE
COUNTY OF MILWAUKEE

RECITALS

1. Section 201.24(8.1) of the General Ordinancddibiaukee
County (the "Ordinances") provides that the PenBioard of the Employees’
Retirement System of the County of Milwaukee (tRerision Board") is
responsible for the general administration and ajpar of the Employees'
Retirement System of the County of Milwaukee ("ERS"

3. Ordinance section 201.24(8.6) allows the Pensicer@to establish
rules for the administration of ERS.

3. Sections 201.24(8.1) and (8.2) of the Generdir@nces of
Milwaukee County (the "Ordinances") provide for hfiizations to be an elected
or appointed member of the of the Pension Boati@Employees' Retirement
System of the County of Milwaukee (the "Pension i@t

4. The Pension Board has previously addressed dpyted motion the
guestion of whether a member elected from amon@dhiee employees may
continue to serve the balance of his or her tera member after retirement. The
Pension Board believes that it is appropriate twpathe following rule to
document its policy in this and similar situations.

RESOLUTION

1. Pursuant to Ordinance section 201.24(8.6)P#resion Board
hereby creates and adopts Rule 1042 to read asvioll

1042. Board Membership — Disqualification.

(1) If a Board member ceases to meet any of théfigasions required when

the member was elected or appointed, the indivislmaémbership on the Board is
immediately terminated. When a Board member knawbkas reason to believe,
that he or she no longer meets the qualification$is or her Board membership,
a member shall immediately notify the SecretarthefBoard. Upon learning that
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a member no longer meets the qualifications foohiser Board membership, the
Board shall schedule an election to replace anedanember or shall notify the
authority that appointed that member.

Effective upon adoption on February 11, 2009.
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